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RELATED 

Sec t ion  300 
RECORDSRETENTION - FIVE YEARS 

F a c i l i t i e s  must r e t a i n  a l l  f i n a n c i a lr e c o r d s ,s t a t i s t i c a lr e c o r d sa n dw o r k s h e e t st os u p p o r tt h i sc o s t  
r e p o r tf o rf i v ey e a r s .T h e s er e c o r d sa n dw o r k s h e e t sm u s tb ea c c u r a t ea n di ns u f f i c i e n td e t a i lt o  

RECORDS AT THEs u b s t a n t i a t e  t h er e p o r t e d  f i n a n c i a l  a n d  s t a t i s t i c a l  d a t a .  THESE MUST BE MADE AVAILABLE 
FACILITY. 

The f i n a n c i a lr e c o r d so ft h ef a c i l i t ys h o u l dr e c o n c i l et ot h ec o s tr e p o r t .E a c h  amounton t h e  cost 
r e p o r t  m u s tb et r a c e a b l et o  any w o r k s h e e t s ,a c c o u n t i n gl e d g e r s ,r e g i s t e r sa n dj o u r n a l su s e db yt h e  
f a c i l i t y .U l t i m a t e l y .  a " t r a c k "o ra u d i t  t r a i l  must l e a dt od e t a i l e de v i d e n t i a ld o c u m e n t sw h i c h  
suppor ttherepor tedamounts  as havingbeenincurredexpenses .Suchdocumentsinclude,but  are n o t  
l i m i t e dt o ,v e n d o ri n v o i c e s ,c h e c k s ,p a y r o l lr e g i s t e r s ,  time c a r d s .a n do t h e rs i m i l a rt y p e s  of 
documents. I f  d e t a i l e d  andorganizedrecords  are n o tm a i n t a i n e d .t h e nt h ef a c i l i t y  may b er e q u i r e dt o  
"cons t ruc t"suchrecords  when t h ec o s tr e p o r t  is  aud i t ed .(Refe rence :  HSS 105.02 Wis. Adm. Code) 

S e c t i o n  400 
RELATED PARTIESAndRELATEDORGANIZATIONS 

I ns e v e r a ls c h e d u l e so ft h i sc o s tr e p o r t ,t h e  synonymous t e r m  " r e l a t e d  P a r t y "  o r  " r e l a t e d  

organ iza t ion"  are u s e d .E x p e n s e sr e s u l t i n gf r o mr e l a t e dp a r t yt r a n s a c t i o n sm u s tb ei d e n t i f i e di n  

Schedule  4 2 .  


401 B a s i cP r i n c i p l e  


A nurs ing  home p rov ide r  may i n c u r  e x p e n s e s  f o r  s e r v i c e s .  f a c i l i t i e s  a n d  s u p p l i e s  f u r n i s h e d  by 

o r g a n i z a t i o n sr e l a t e dt ot h ep r o v i d e rb y  common o w n e r s h i po rc o n t r o l .I nl i e uo fs u c he x p e n s e s  

i n c u r r e d  by thep rov ide r ,a l lowab leexpensesfo rre imbursemen t  may i n c l u d et h ee x p e n s e si n c u r r e d  by t h e  

r e l a t e do r g a n i z a t i o nf o rt h ef u r n i s h e di t e m s .a l l o w a b l ee x p e n s e sm u s tn o te x c e e dt h el e s s o r  o f :  


(1) 	 The e x p e n s ei n c u r r e db yt h er e l a t e do r g a n i z a t i o nf o rt h e  services. f a c i l i t i e s  andsupp l i e s  
w h i c ht h er e l a t e dp a r t yf u r n i s h e dt ot h en u r s i n g  home p r o v i d e r ,  

- ( 2 )  The p r i c e  o f  c o m p a r a b l e  s e r v i c e s .  f a c i l i t i e s  o r  s u p p l i e s  t h a t  c o u l d  b e  p u r c h a s e d  e l s e w h e r e .OR 


The p u r p o s eo ft h i sp r i n c i p l e  is  two-fold: ( I )  t oa v o i dt h e  paymentof a p r o f i t  f a c t o r  t o  t h e  p r o v i d e r  
t h roughthere l a t edorgan iza t ion .and  ( 2 )  t oa v o i dp a y m e n to fa r t i f i c i a l l yi n f l a t e de x p e n s e sw h i c h  may 
begeneratedfrom less thanarm's- lengthbargaining.  

402 Report ingExpenses  From Re la t edPar tyTransac t ions  

The expensesincurred by t h e  n u r s i n g  home p r o v i d e r  f r o m  t r a n s a c t i o n s  w i t h  r e l a t e d  p a r t i e s  may b e  

i nc ludedintheexpenserepor t i f i gschedu les  - Schedules  20 t h r u  41. Suchexpentiesshouldthenbe 

i d e n t i f i e d  on Schedule 4 2  a longwi ththeexpensesincu r red  by t h e  r e l a t e d  s u p p l y i n g  o r g a n i z a t i o n  f o r  

thefurn ishedi tems.Schedule  4 2  is e n t i t l e d" I d e n t i f i c a t i o n  Of Expenses From Transac t ionsWi th  

Rela ted  Parties And Organiza t ions" .  


A r e l a t e d  p a r t y ' s  t o t a l  e x p e n s e s  a p p l i c a b l e  t o  a supp l i edi t emneedon lyberepor t edonSchedu le  42. 

N e v e r t h e l e s s ,a t  i ts  o p t i o n ,  a p rov ide r  may a t t a c h  a s h e e t  onwhich t h ee x p e n s e s  a p p l i c a b l e  t o  t h e  

s u p p l i e di t e mo ri t e m s  are r e p o r t e d  i n  d e t a i l  by type  of expense.Forexample,  a r e l a t e d  p a r t y ' s  

e x p e n s e sf o rc a t e r e dd i e t a r ys e r v i c e s  i t  f u r n i s h e d  t o  t h e  p r o v i d e r  may bei temized  by salaries and 

h o u r s( p r o d u c t i v ea n dn o n p r o d u c t i v e ) ,f r i n g eb e n e f i t s ,s u p p l i e s .u t i l i t i e s .d e p r e c i a t i o n ,i n t e r e s t .  

etc.  Thesedeta i ledexpenses  may thenbecombinedwi ththel ikeexpenseso fthep rov ide r  a t  t h e  time 

ofthereimbursement rate c a l c u l a t i o n .  


Theprovidermust make a v a i l a b l et ot h eD e p a r t m e n t .  when r eques t ed .adequa tedocumen ta t iontosuppor t  ,$q

expensesincurred by t h e  r e l a t e d  o r g a n i z a t i o n  which were a t t r i b u t e d  t o  s u p p l i e s ,  f a c i l i t i e s  and 

services f u r n i s h e dt ot h en u r s i n g  home. Th i s  may i n c l u d ea c c e s s  to t h er e l a t e do r g a n i z a t i o n ' sb o o k s  

a n dr e c o r d s .S u c hd o c u m e n t a t i o nm u s ti n c l u d ea ni d e n t i f i c a t i o no ft h eo r g a n i z a t i o n ' st o t a lc o s t sa n d  

t h e  a l l o c a t i o n  o f  d i r e c t  a n d  i n d i r e c t  c o s t s  t o  t h e  n u r s i n g  home p r o v i d e r  a n d  t o  a t h e r  e n t i t i e s  s e r v e d .  


403 D e f i n i t i o n s  u s  
A " re l a t ed  o r g a n i z a t i o n "  i s  a n y  r e l a t e dt h e  % H I %par ty"  or  " r e l a t e d  i n d i v i d u a l  or o r g a n i z a t i o n  t o  
nurs ing  home p rov ide r  by e i t h e r  common ownersh ip  o r  con t ro l .  

" R e l a t e dt ot h ep r o v i d e r "m e a n st h a tt h ep r o v i d e rt o  a s i g n i f i c a n te x t e n t  is a s s o c i a t e d  o r  
a f f i l i a t e d  w i t h  o r  h a s  c o n t r o l  o f ,  o r  is  c o n t r o l l e d  b y ,  t h e  o r g a n i z a t i o nf u r n i s h i n gt h e  services. 
f a c i l i t i e s  o r  s u p p l i e s .  

"Common o w n e r s h i pe x i s t s  when a ni n d i v i d u a lo ri n d i v i d u a l sp o s s e s ss i g n i f i c a n to w n e r s h i p  or 

I 
e q u i t y  i n  t h e  p r o v i d e r  and i n  t h e  i n s t i t u t i o n  o r  o r g a n i z a t i o n  s e r v i n g  t h e  p r o v i d e r .  

" C o n t r o l "e x i s t sw h e r ea ni n d i v i d u a lo ra no r g a n i z a t i o nh a st h ep o w e r ,d i r e c t l yo ri n d i r e c t l y ,t o  
s i g n i f i c a n t l y  i n f l u e n c e  o r  d i r e c t  t h e  a c t i o n s  or p o l i c i e s  o f  a n  o r g a n i z a t i o n  o r  i n s t i t u t i o n .  

(Continuedonpage 8). 
RECORDSRETENTION 
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403 Def in i t i ons(Con t inued)  

i m m e i d a t ef a m i l yr e l a t i o n s h i p s "i n c l u d eh u s b a n da n dw i f e ;n a t u r a lp a r e n t ,c h i l da n d  

s ib l ing ;adop tedch i ldandadop t ivepa ren t ;s t ep -pa ren t .s t ep -ch i ld ,s t ep - s i s t e r .  

s t e p - b r o t h e r ;f a t h e ri nl a wm o t h e r  inlaw sis ter- in- law,brother- in- law,son-in- law,  

daughter- in- law;grandparentandgrandchi ld .  


404 Determina t ion  Of Rela tedness  


I n  determiningwhether  a nu r s ing  home p rov ide r  is  r e l a t e d  t o  a s u p p l y i n g  o r g a n i z a t i o n ,  t h e  tests of 

common ownersh ipandcon t ro la retobeapp l i edsepa ra t e ly .  If thee lemen t so f  common ownersh ip  or 

c o n t r o l  are n o tp r e s e n ti nb o t ho r g a n i z a t i o n s ,t h eo r g a n i z a t i o n s  are deemed n o t  t o  be r e l a t e d  t o  

e a c ho t h e r .  The ex i s t enceof  an immedia t efami lyre l a t ionsh ip  w i l l  c r e a t e  a r e b u t t a b l ep r e s u m p t i o n  

of r e l a t e d n e s st h r o u g hc o n t r o l .  


Rela ted  by common ownership. A d e t e r m i n a t i o na st ow h e t h e ra ni n d i v i d u a l so ro r g a n i z a t i o n  

p o s s e s s e ss i g n i f i c a n to w n e r s h i po re q u i t yi nt h ep r o v i d e ro r g a n i z a t i o na n dt h es u p p l y i n g  

o r g a n i z a t i o n ,  so  a st oc o n s i d e r  t h e  o r g a n i z a t i o n sr e l a t e d  by common ownership,shouldbe made on 

t h eb a s i s  of t hefac t sandc i r cums tances  i n  e a c hc a s e .T h i sp r i n c i p l ea p p l i e sw h e t h e rt h en u r s i n g  

home p rov ide r  01 t hesupp ly ingorgan iza t ion  i s  a s o l ep r o p r i e t o r s h i p ,p a r t n e r s h i p ,c o r p o r a t i o n ,  

t r u s to re s t a t e ,  o r  anyotherform of b u s i n e s so r g a n i z a t i o n ,p r o p r i e t a r y  o r  n o n p r o f i t .I nt h e  case 

o f  a n o n p r o f i t  o r g a n i z a t i o n ,  o w n e r s h i p  o r  e q u i t y  i n t e r e s t  vi11 bedetermined  by r e f e r e n c e  t o  t h e  

interest  i n  t h e  a s s e t s  o f  t h eo r g a n i z a t i o n( f o re x a m p l e ,  a r e v e r s i o n a r y  i n t e r e s t  p r o v i d e d  for i n  

t h e  a r t i c l e s  o finco rpora t ionofnonpro f i tco rpora t ion ) .  


Rela tedbycont ro l .  Theterm"cont ro l"inc ludesanykindofcont ro l ,whetherornot  i t  is l e g a l l y  

enforceableandhowever i t  is e x e r c i s a b l eo re x e r c i s e d .  It is t h e  r e a l i t y  of t h ec o n t r o lw h i c h  i s  

d e c i s i v e .n o t  i t s  f o r mo rt h e  mode of  i t s  e x e r c i s e .  The f a c t s  andci rcumstancesineachcasemust  

b ee x a m i n e dt oa s c e r t a i nw h e t h e rl e g a lo re f f e c t i v ec o n t r o ld o e se x i s t .S i n c e  a d e t e r m i n a t i o n  

reached i n  a s p e c i f i c  c a s e  r e p r e s e n t s  a conclus ionbased  on t h e  e n t i r e  bodyof f ac t s  and 

c i rcumstancesinvolved ,suchdetermina t ionshouldnotbeusedas  a precedent  in o t h e r  cases u n l e s s  

the f a c t s  a n dc i r c u m s t a n c e sa r es u b s t a n t i a l l yt h e  same. 


General ly ,theDepartment  will a d h e r et ot h eM e d i c a r e( T i t l e  XVIII) program'sguide l inesand  

i n t e r p r e t a t i o n s  when e x a m i n i n gr e i m b u r s e m e n ti s s u e sa r i s i n go u to fc o s t st or e l a t e dp a r t i e s .  


405 Exception 


An excep t ion  is  p r o v i d e dt ot h eg e n e r a lr u l ea p p l i c a b l et or e l a t e do r g a n i z a t i o n s .  Theexcept ion  is 

i n t e n d e dt oc o v e rs i t u a t i o n s  where l a r g eq u a n t i t i e so fg o o d sa n ds e r v i c e sa r es u p p l i e dt ot h e  

gene ra lpub l i candon lyinc iden ta l ly  are f u r n i s h e d  t o  a n u r s i n g  home p rov ide r  by a r e l a t e d  

o r g a n i z a t i o n .  The excep t ion  a p p l i e s  i ft h ep r o v i d e rd e m o n s t r a t e s  by conv inc ingev idencetothe  

s a t i s f a c t i o n  o f  t h e  Depa r tmen ttha tthefo l lowing  cr i ter ia  havebeen met: 


a.  The s u p p l y i n go r g a n i z a t i o n  is a bona f i d es e p a r a t eo r g a n i z a t i o n .T h i s  means t h a tt h e  
s u p p l i e r  is a s e p a r a t e  so le  p r o p r i e t o r s h i pp a r t n e r s h i p ,j o i n t  v e n t u r e ,  a s s o c i a t i o n ,o r  c o r p o r a t i o n  
and n o t  m e r e l y  a n  o p e r a t i n g  d i v i s i o n  of t h e  p r o v i d e r  o r g a n i z a t i o n .  

b. A s u b s t a n t i a lp a r to ft h es u p p l y i n go r g a n i z a t i o n ' sb u s i n e s sa c t i v i t y  of t h et y p ec a r r i e d  
on w i t ht h ep r o v i d e r  i s  t r a n s a c t e dw i t h  o t h e ro r g a n i z a t i o n s  n o t  r e l a t e d  t o  t h en u r s i n g  home 
p rov ide randthesupp l i e r  by common ownersh ipo rcon t ro l  & t h e r e  i s  anopen ,compet i t ivemarke t  
f o rt h et y p eo fs e r v i c e s ,f a c i l i t i e so rs u p p l i e sf u r n i s h e d  by t h eo r g a n i z a t i o n .I nd e t e r m i n i n g  
w h e t h e rt h ea c t i v i t i e s  are of a s i m i l a rt y p e ,  i t  is i m p o r t a n tt oa l s oc o n s i d e rt h es c o p e  of t h e  
ac t iv i ty .Forexample ,  a f u l ls e r v i c e  management c o n t r a c t  would n o t  becons ideredthe  same typeof  
b u s i n e s sa c t i v i t ya s  a minorda tap rocess ingcon t rac t .  The r equ i r emen ttha tthe rebeanopen ,  
compet i t ivemarke t  is m e r e l yi n t e n d e dt oa s s u r et h a tt h e  item s u p p l i e dh a s  a r e a d i l y  d i s c e r n i b l e  
p r i c e  t h a t  is  es tab l i shedthough arm's l e n g t hb a r g a i n i n g  by wel l  informedbuyersand sellers. 

c .  The s e r v i c e s ,f a c i l i t i e s  o r  s u p p l i e sa r et h o s ew h i c h  commonly a r eo b t a i n e db y  
i n s t i t u t i o n s  s u c h  a s  t h e  n u r s i n g  home p r o v i d e rf r o mo t h e ro r g a n i z a t i o n sa n da r en o t  a b a s i c  e l e m e n t  
of p a t i e n tc a r eo r d i n a r i l yf u r n i s h e dd i r e c t l yt op a t i e n t s  by s u c hi n s t i t u t i o n s .T h i sr e q u i r e m e n t  
means t h a ti n s t i t u t i o n ss u c ha st h ep r o v i d e rt y p i c a l l yo b t a i nt h ei t e m sf r o mo u t s i d es o u r c e sr a t h e r  
thanproducingthe  items i n t e r n a l l y .  

d .Thechargetotheprovider  is  i n  l i n e  w i t ht h ec h a r g ef o rs u c hs e r v i c e s ,f a c i l i t i e s  or 
suppl iesintheopenmarketandnomorethanthecharge  made u n d e rc o m p a r a b l ec i r c u m s t a n c e st o  
o t h e r s  by t h eo r g a n i z a t i o nf o rs u c hs e r v i c e s ,f a c i l i t i e s  o r  s u p p l i e s .  The phrase"openmarket" 
t a k e st h e  samemeaning as"open ,compet i t ivemarke t"  i n  ( b )  above. 

If a l l  theabovecondi t ionsaremet ,thecharge  by t h e  r e l a t e d  s u p p l i e r  t o  t h e  n u r s i n g  home 

prov ide r  for s u c h  s e r v i c e s ,  f a c i l i t i e s  o r  s u p p l i e s  s h a l l  beanal lowedexpense f o r  reimbursement.  

The nur s ing  home should report suchexpensesincurred by t h en u r s i n g  home on Schedule  4 2  of t h e  

c o s tr e p o r t  and i n d i c a t eo n  a s e p a r a t es h e e tw h i c he x p e n s e sf r o mt h er e l a t e dp a r t ym e e tt h ea b o v e  

cond i t ions  and how eachcondi t ion  i s  met. The expenseincur red  by t h er e l a t e dp a r t yf o rt h e  

suppl iedi temneed n o t  berepor ted  on Schedule 4 2 .  
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406 Examples Of Related Parties And Organizations 


The followingexamples illustrate the general application of the common o 

control rules. They are not intended to prescribe, f o r  use in all cases, fixed 

percentages for determining when significantownership in or controlof an organization 

exists. Such adetermination must be made on the basis of the facts and circumstances in 

each case. 


Example No. 1 


Mr. B orris a 60% interest in the nursing home and 55% interest in :n organization which 
supplies the facility. The nursing home and the supplying organization are considered 
related by common ownership since Mr. B possesses significant ownership i n  both 
organizations. 

Example No. 2 


a
Mr. X owns a 10% interest in the nursing home and 40% interest in the supplying 
organization. The remaining 60% interest in the supplying organization isowned in equal 
amounts by twenty individuals unrelated to Mr. X.  Unless the nursing home can 
demonstrate to the satisfaction of the Department that Mr. X's ownership interest in the 
supplying organization is not significant, the nursing home and the supplier are 
considered related to each other by common ownership. 

Example No. 3 

. 	 Mr. A is the administrator of  a provider,but he doesnot have an ownership interest in 
the provider. He is also the president and owner of a supplier organization that 
furnishes various therapeutic services primarily to the provider. Under the circum
stances described, it will be presumed that Mr. A has the power to influence ordirect 
both theprovider and the supplying organization, and that theorganizations are related 
t o  each other by common control. 

Example No. 4 

Mr. A owns a 60% interest in thenursing home provider. Mr. A's two sons and wife 
together own a 100% interest in the organization supplying the provider. Under the 
circumstances described, it will be presumed that Mr.A has the power to influence and 
direct the actions of  his family relating to the operation of the supplying organization, 
and that theorganizations are related by common control. 

Example No. 5 

A construction company builds a facility and leases it to an operating company which 
becomes a provider. Mr. A owns 100% interest in the construction company and a 35% 
Interest in the nursing home operation. Mr. B, a key employee of the construction 
company owns a 20% interest in the nursing home operating company. Under the circum
stances described, it will be presumed thatMr. A .  as the employer of Mr. B in the 
construction company, can influence Mr. B ' s  decisions relative to the operation o f  the 
nursing home and that theconstruction company and the nursing home provider are related 
by common control. (Mr. B would probably not 'jeopardizehis position in the construction 
company by opposing Mr. A's wishes in management of the nursing home.) 

Example No. 6 

Mr. H owns a 45K interest in Corporation X, the provider organization. The remaining 55% 
interest is owned by corporation Y ,  the supplying organization. Mr. H o m s  100% interest 
in Corporation Y. Thus, Mr. H controls 100% of Corporation X - his own 45% direct 
interest in Corporation X and the indirect 55% interest owned by Corporation Y. Mr. H 
has complete control overboth the provider and the supplying organization; therefore, 
the organizations are related by control. 
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Sec t ion  500 
REPORTING OF SALARY AND WAGE EXPENSE 

Schedule 20 To Schedule 27 

501 SalaryAccruals .Salaryand wage expenseand i t s  r e l a t e dh o u r sm u s tb ea c c r u e dt ot h ec o s tr e p o r t i n g  

per iodexceptforgovernmenta lfac i l i t i eswhich  may usethecashmethodofaccounting.Government 

f a c i l i t i e s  a r e  e n c o u r a g e d  t o  u s e  t h e  a c c r u a l  method f o r  s a l a r i e s  a n d  wages. 


A simple and a c c e p t a b l et e c h n i q u ec a nb eu s e dt oa c c r u es a l a r ye x p e n s ea n dh o u r s .S a l a r ye x p e n s e sf o rt h e  

beginningandendingpayro l lper iodsofthecos trepor tper iodcanbeprora tedtothecos trepor tper iod .  

The prorat ioncanbebasedonthe numberof p a y r o l l  d a y s  i n  t h e  c o s t  r e p o r t  p e r i o d .  


This  is anexamplefor  a J u l y  1983throughJune1984costreportingperiod.For a 14daypayro l lper iod  

ending on July9,1983,9114's  of t h e  salaries andhourswou ldbeinc ludedinthecos tr epor t(wi th  5114's 

excluded) .Forthe  14day p a y r o l lp e r i o de n d i n gJ u l y  7 ,  1984,7/14'softhe salaries andhourswould b e  

inc ludedin(wi th7114 ' sexc ludedfrom)thecos trepor t .I fthehol idaypayforJu ly  4 of1983 is 

s i g n i f i c a n t l y  d i f f e r e n t  from t h eh o l i d a y  pay f o r  J u l y  4 of1984,thenthe1983hol idaypayshouldbeful ly  

i n c l u d e di nt h ec o s t  r e p o r t  and t h e  J u l y  4 .  1984 ,ho l idaypayfu l lyexc ludedf romthecos tr epor t .  


502Standa rdRepor t ingIns t ruc t ions .Repor tsa l a ryand  wage expenses and. t h er e l a t e dh o u r so nS c h e d u l e s  

20 through 27 of  t h e  c o s t  r e p o r t .  


Line  1 - ExpenseForProductiveHours Worked: 
Reporttheaccruedexpenseof salaries andwages forproduct ivehoursworked  by employees 
only.  Do no tinc ludetheexpensefo rcon t r ac t edorpurchasedse rv ices .  Theexpensefor  
t h e  premium wage r a t e  p a i d  f o r  o v e r t i m e  h o u r s  workedshouldberepor tedinth isLine  1. 

Line 2 - ProductiveHours Worked: 
Repor tthe  number of accruedproduct ivehoursworkedbyemployeeswhicharere la tedtothe  
reportedexpense.Overtimehoursworkedshouldbereported as onehourfo reachhour  ' 

worked. Make s u r e  t o  inc ludehours  worked f o rs a l a r i e de m p l o y e e s .  

Line 3 - ExpenseFornon-productiveHours: 
Reporttheaccruedexpense of salaries andwages fo rnon-p roduc t ivehours(o rpa id  
time-off)ofemployees. 

.Line 4 - non-productiveHours: 
Repor tthe  number ofnon-product ivehoursorpa idt ime-of fhourswhicharere la tedto  
reportednon-productiveexpense.  

503SpecialPayments To Employees. Some p rov ide r s  make payments t oemployeeswhicha reno tr e l a t edto  
a n ys p e c i f i c  numberof hourspaid.Forexample,suchpaymentscouldbe a r e g u l a rf l a ta l l o w a n c ef o r  
un i forms,anannualChr is tmasbonus ,oranannuallongevi tybonus .  Theexpense f o rt h e s es p e c i a lp a y m e n t s  
shouldbereportedwith "Employees FringeBenefitExpense" on Schedule 28.  Line  16. Do n o tr e p o r tt h e s e  
expensesinLine  3 of Schedules 20 t o  2 7 .  

504 For employeest ime-o f fExpensenon-productive H m l ,  Paymen' t r a d i t i o n a l l y  made to  fo r  o r  
time. non-productive I 3y can  pa id  l e a v e  and o t h e rnon-productive in> vaca i  I .,, ho l iday  and s i c k  

t ime-off premise. also non-product ive  can  the  .off-premise including t! . time-of7 t imeinc lude  

expenseforon-premisepaid time < , I  . . llch a s  c o f i  . , breaktime, 1 ; i d  m e a l  t i m e ,  a n d  i n s e r v i c e  t r a i n i n g  

t ime. The hourspa idforanyre1  I non-productive: ~ ' dexpense i t ( , .canno tbeinc ludedinproduc t ivehours  

worked. 


Any premium pay p o r t i o n  ofwages f o r  workonholidaysshouldbereported as non-product ive  sa la ry  expense .  

The r e g u l a r  pay p o r t i o n  ofsuchhol idayworkshouldberepor tedasproduct ivesa la ryexpenseandhours  . 

workedOvertimepremiumpay f o r  work on a pa idho l idayshou ld  b e  i n c l u d e di np r o d u c t i v es a l a r ye x p e n s e .  

Examplesfollow. 


( a )  F a c i l i t y  A pa id  a n u r s ea i d e  $4 pe rhourp lus  a premiumof $2 p e r  h o u r  f o r  8 hoursworkon a 
hol iday.Nurseaideproduct ivesalaryexpenseandhoursshouldinclude$32and 8 h o u r sf o rt h e  
a i d e ' sr e g u l a r  workpay. The $16 ofpremiumpayshouldbeincluded i nn o n - p r o d u c t i v es a l a r y  
expense  wi th  8 hourspaid.  

( b )F a c i l i t y  B pays a l l  employeesforhol idayt ime-off .I fanemployeeworkson a h o l i d a y ,t h e nt h e  
employee is  p a i d  a t  t h e  r e g u l a r  wage r a t e  f o r  t h e  workedtimeplus a t  t h e  r e g u l a r  wage r a t e  f o r  
theallowedholiday.t ime-offhours.  The s a l a r y  a n dh o u r sf o rt h e  worked time shou ldberepor t ed  
as p roduc t ive .  They payand r e l a t e dh o u r sf o rt h eh o l i d a yt i m e - o f fh o u r ss h o u l db er e p o r t e d  -7  

n o n - p r o d u c t i v e  

(Sec t ion  504 is cont inued  on nextpage) 
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each 

breaktime  

$20,124  

employees 

COST  EXAMPLE  

Hours  worked.  hours  from  excluded  

in  line  

(Section 504 Continued) 

The reported expense for non-productive hours must be supported by leave time records, inservice training 
rosters, payroll records, and any necessary worksheets developed to calculate the reported expense. Records 
must be in sufficient detail to identify paid time-off and its related wages and hours by employee within 
cost center. 

505 Estimates Of Paid Time-Off Expense. Routine payroll processing in some facilities may not generate the 
detail for paid time-off wages by employee in each cost center. 

For paid time-off which is not routinely and systematically given to all vacation holiday, sick 

leave, inservice training,etc.). estimates will be accepted if: 


1. The above detail (see
504)  is not available and cannot be readily developed. 

2. The facility does maintain records of the amount of paid time-off taken by each employee. 

3. 	 The estimation calculation utilizes these records and adequately determines non-productive salary 
expense and.henet hours worked in each cost center. 

4. Detailed and verifiable worksheets and other records are available for
on-site audit. 


For on premise paid tile-off which is routinely and systematically given to all employees (i.e. break time. 

paid meal time, reasonable and supportable estimates will be accepted if: 


1. The facility has written policies for such on-premise paid time-off. 

2 .  	 The facility in actual practice does routinely and systematically allow on-premise paid time-off to 
do not have to be allowed such time-off forall employees. Key management staff an estimate t o  be 

acceptable. 

3. 	 Based on the policy and practice, the estimation calculation adequately determines the expense of 
such on-premise non-productive tine and the net hours worked in each cost center. 

4. Detailed and verifiable worksheets are available for on-site audit. 

HOURS worked must EXCLUDETHE ESTIMATED TIME-OFF HOURS. 

Example. A brief example is presented below of an estimation calculation for on-premise paid time-off and the 

exclusion of the related hours from hours worked. 


Provider A gives a l l  employees, including full-time and part-time employees, 4
a 10 minute paid break every
hours. 

Given Time Break 


On-Premise Time ( 4  hours) 

PercentOf On PremiseTineForBreak 


Salaries and hoursin the cost report must 

thisbybe in
adjusted 4.17X CENTER 

ALL COST centers Breaktime hours must 
be ProductiveFor Worked 


Grosssalaryexpenseandhourspaid .................... 
Reclassify vacation, holiday, sick leave and 

any other off-premise paid time-off to 

non-productivesalaryexpenseandhours.. 


10 minutes 

4.17% 


salaries 

$24,000 8,000 

............ (3.000) (1.000) ------3 $3.0'30 

Neton-premisesalaryexpenseandhourspaid .,......... $21,000 7,000 

Breaktime calculated (NoteA) and reclassified Note A 976from- productive0nun-productive ( 876) ( 292) -----+ 
Net productive and non-productive for cost center 6,708 nrs. $3,876 

reportingcenter:For cost Line 1 Line 2 Line 3 Line 4 

Note A - breaktime estimation calculation for above. 

On premise salary expense$21,000 X 4.17% - $876 breaktime salary to reclassify 
On premise hours paid 7,000 Hr X 4.17% - 292 breaktime hours to reclassify from productive 

to non-productive 
0 


OF Page
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506 Reportingnon-productiveSalaryExpenseBased On "Earned"Time-Off. 

P rov ide r snayrepor tnon-p roduc t ivesa l a ryexpense  andhourse i ther :  

1. 	 Based on thepaidt ime-off"actual lyused"byemployeesduringthecost  
r e p o r t i n g  p e r i o d .  

OR- 2. Based on thepaidtime-offwhich was "earned" by andves tedtoemployees
d u r i n gt h ec o s tr e p o r t i n gp e r i o db u to n l yi ft h ec o n d i t i o n sb e l o w  are met. It 
i s  t h e  f a c i l i t y ' s  o p t i o n  t o  r e p o r t  o n  t h e  e a r n e d  b a s i s .  

Condi t ions.non-product iveexpense may berepor tedonthebas isof"earned"t ime-of f  
on ly  when: 

a. 	 Vested To Employees. Any repor tedexpenseforearnedt ime-of fmustbefor  
time-offpaywhich is vestedtotheemployees.Vestedmeansthatpaymentfor  
thetime-off vi11 be made t o  t h e  employeeeven i f  t h e  employeeleaves 
employment a t  t h ef a c i l i t y .  Payment fort ime-of f  i s  n o tv e s t e di fs u c h  
payment is  cont ingent  upon cont inuedemploymentand/orre t i rementwi ththe  
f a c i l i t y .  

b. Deta i l edRecords .De ta i l edreco rdsmus tberou t ine lymain ta inedfo reach  
employee 'searnedt ime-offhoursandactual lyusedt ime-offhours .Detai led 
a n d  v e r i f i a b l e  r e c o r d s  and worksheetsmust show t h e  c a l c u l a t i o n  of s a l a r y  
expenserelatedtotheearned,butunused,paidt ime-offofeachemployee.  

c. 	 No Es t imates .  No g e n e r a lf a c i l i t yo rc o s tc e n t e r  estimate of t h ee a r n e d  
time-offexpense w i l l  be accepted .  

Valua t ion  Of UnusedTime-Off. A l l  paidtime-offused by employeesdur ingthecos t  
r e p o r t i n gp e r i o d  m u s t  be "expensed" a t  t h e  wage r a t e  a c t u a l l y  p a i d  t o  t h e  employee f o r  
thepaidt ime-off .  The sa la ryexpensepayableforearned ,butunused ,t ime-of f  a t  t h e  
endof thecu r ren tcos tr epor t ingpe r iodmus tbeva luedunderthe  samemethod as w a s  
u sedtova luethepayab le  a t  t h e  endof t h e  p r i o r  p e r i o d  ( i . e .  b e g i n n i n g  p a y a b l e  f o r  
cur ren tper iod) .Forexample ,i fthebeginningsa larypayable  was v a l u e da te a c h  
employee ' sl a s t  wage r a t eo fthep r io rpe r iod ,thentheend ingsa la rypayab lefo runused  
time-offmustbevalued a t  eachemployee's l as t  e f f e c t i v e  wage rate of t h e  c u r r e n t  c o s t  
r e p o r t i n gp e r i o d .  TheDepar tmen to fHea l thandSoc ia lSe rv icesre t a insther igh ttouse  

a n  a l t e r n a t i v e  v a l u a t i o n  method i fp rospec t iveexpenses  are s i g n i f i c a n t l y  m i s r e p r e s e n t e d  

by t h e  p r o v i d e r ' s  method forthere imbursement  rate c a l c u l a t i o n .  


FutureCostReports.  Once a p rov ide rhase l ec t edtorepor tnon-p roduc t ivesa l a ry  

expenseonthebasisof"earned"t ime-off ,suchexpensemustbereported on theea rned  

b a s i s  i n  a l l  f u t u r ec o s tr e p o r t s .  The p rov ide r  may c h a n g et ot h e" a c t u a l "b a s i so n l y  

upon r e q u e s t  t o  andapproval by t h e  D e p a r t m e n t  o f  H e a l t h  a n d  S o c i a l  S e r v i c e s  p r i o r  t o  

t h e  endofthe  f i r s t  q u a r t e r  of t h e  r e p o r t i n g  y e a r  i n  whichsuchchange is t o  b e  

implemented. A changeback t ot h e" e a r n e d "b a s i s  w i l l  co tbesubsequent lya l lowed.  


Year Of Conversion. In  t h er e p o r t i n gp e r i o d  a f a c i l i t yb e g i n sr e p o r t i n g  on t h eb a s i so f  

"earned"time-off, a sa la ryexpensepayableforunusedpaidt ime-of fmustbees tab l i shed  

f o rb o t ht h eb e g i n n i n g  and t h e  endof t h ec o s tr e p o r t i n gp e r i o d .  The f a c i l i t y  must 

completeFootnote A on Schedule 41 of t h e  c o s t  r e p o r t  i n  o r d e r  t o  i d e n t i f y  t h e  amount of 

salaryexpensewhich i s  i nt h ec o s tr e p o r tf o re a r n e d ,b u tu n u s e d ,t i m e - o f f  of p r i o r  

r epor t ingpe r iods .Th i sexpensefo rp r io rpe r iodea rnedt ime-o f f  w i l l  n o tb ei n c l u d e d  

i n  any  p rospec t ive  T i t l e  X I X  r a t e  w h i c h  i s  e s t a b l i s h e d  f r o m  t h e  c u r r e n t  p e r i o d ' s  c o s t  

r e p o r t .  


Change Of Ownership. A t  t het ime  ofanychangeofownershipofthenursing home 

o p e r a t i o n  t h e  new ownermust c o n t i n u er e p o r t i n go nt h eb a s i s  of "earned"paidtime-off.  

The new owner may permanent lychangeto t h e  " a c t u a l "b a s i s  upon p r i o r  a p p r o v a l  of t h e  

Departmentasdiscussedabove.  
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S e c t i o n  600 
EXPENSES RELATED TO & NOT RELATED TO PATIENT CARE 

Th i ssec t ionre l a t e stoSchedu le43ofthe  "Title X I X  Nursing Home Cost 

Iden t i f i ca t ion  o f  Expenses  Not Rela ted  To P a t i e n t  C a r e .  


601 ExpensesRelated To Pa t ien tCare .Theseinc lude  a l l  necessaryandproperexpenses  

which are a p p r o p r i a t e  and h e l p f u l  i n  d e v e l o p i n g  a n d  m a i n t a i n i n g  t h e  o p e r a t i o n  o f  n u r s i n g  

home f a c i l i t i e s  andse rv ices .Necessa ryandprope rexpensesre l a t edtopa t i en tca re  are 

usual lyexpenseswhichare  common a n d  a c c e p t e d  o c c u r r e n c e s  i n  t h e  o p e r a t i o n  o f  a n u r s i n g  

home. 


Star t -upCosts .S ta r t -upcos tsinc ludethoseexpenseswhich  are r e a d i l y  a t t r i b u t a b l e  t o  

and are necessa ry  fo r  t he  deve lop ing  o f  pa t i en t  ca re  services andwhich were i n c u r r e d  

d u r i n gt h ep e r i o do fp r e p a r a t i o np r i o rt op r o v i d i n gt h es e r v i c e s .  They are a l lowed to 

b e  c a p i t a l i z e d  as de fe r r edexpensesandamor t i zedtoope ra t ingexpensesove r  a 

b e n e f i t i n g  number ofyears.Suchexpenses may inc ludeadmin i s t r a t iveandnurs ing  

s a l a r i e s ,  u t i l i t i e s , t a x e s ,  i n s u r a n c e ,  interest ,  employee t r a i n i n ge x p e n s e s ,a n do t h e r  

a l l o w a b l ec o s t 5i n c i d e n tt op r e p a r i n gf o rp r o v i d i n gt h es e r v i c e s .T h e s ed o  not i n c l u d e  

organ iza t ioncos t sandcos t s  more a p p r o p r i a t e l y  c a p i t a l i z e d  a s  p a r t  o f  p l a n t  assets. 


S t a r t - u p  c o s t s  a r e  i n c u r r e d  f r o m  t h e  time p repa ra t ion  beg ins  on  a newly  cons t ruc t ed ,  

e x p a n d e d ,  o r  c o n v e r t e d  b u i l d i n g ,  w i n g  f l o o r ,  o r  u n i t  u n t i l  t h e  time t h e  f i r s t  p a t i e n t  

is a d m i t t e d( o rf o rs u p p o r ts e r v i c ea r e a s ,u n t i lt h et i m et h ea r e a s  are u s e d  f o r  t h e i r  

i n t endedpurposes ) .I f  a p r o v i d e ri n t e n d st op r e p a r e  a l l  p o r t i o n s  of i t s  f a c i l i t y  a t  

t h e  same time, s t a r t - u p  c o s t s  s h o u l d  b e  c h a r g e dt o  a s ing lede fe r r edexpenseaccoun tand  

amortized when t h e  f i r s t  p a t i e n t  is  a d m i t t e d .I f  a p r o v i d e ri n t e n d st op r e p a r ep o r t i o n s  

of i t s  f a c i l i t y  on a p i ecemea lbas i s(bywing ,f loo r ,e t c . ) .s t a r t -upcos t sshou ldbe  

c a p i t a l i z e d  a n d  a m o r t i z e d  s e p a r a t e l y  f o r  t h e  p o r t i o n s  o f  t h e  f a c i l i t y  p r e p a r e d  d u r i n g  

d i f f e r e n t  time per iods .  


Such s t a r t - u p  c o s t s  i n c u r r e d  p r i o r  t o  t h e  1983 c o s t  r e p o r t i n g  p e r i o d  may b e  r e p o r t e d  a s  

a defe r r edexpenseandbeg intobeamor t i zedinthe1983cos tr epor ton lytotheex ten t  

suchexpenseshavenotbeenre imbursedinpr ioryears '  T i t l e  X I X  r a t e s  and a r e  

i d e n t i f i a b l e  andsupportable .Attach a d e t a i l e dd e s c r i p t i o n  of t h e s ep r e v i o u s l y  

i ncu r reds t a r t -upcos t s ;inc ludeamoun t s  and c a l e n d a ry e a ri n c u r r e d .  


602 ExpensesNotRelated To P a t i e n tC a r e .E x p e n s e sn o tr e l a t e dt op a t i e n tc a r e  are 

expenseswhicharenotappropr ia teornecessaryandproperindevelopingandmain ta in ing  

of p a t i e n tc a r es e r v i c e s  and f a c i l i t i e s .  Suchexpenses are n o tr e i m b u r s a b l eu n d e rt h e  

Wiscons in  T i t l e  X I X  program. 


603 S p e c i f i c  Items Not Rela ted  To P a t i e n t  Care. The fo l lowing  is a p a r t i a l  l i s t  of 

items which w i l l  gene ra l lybed i sa l lowed  as not r e l a t e d  t o  p a t i e n tc a r e .T h i s  l ist  does  

no tinc ludea l lt ypeso fexpenseswhichcou ldbecons ide redasno tre l a t edtopa t i en t  

care and notreimbursablebythe T i t l e  X I X  program. 


1. 	 Promot iona lexpensesPromot iona ladver t i s inginc ludingbrochurespr imar i lyfor  
i n c r e a s i n gu t i l i z a t i o n  and s o l i c i t i n gr e s i d e n t s .A d v e r t i s i n gf o rs t o c k  sale  and 
s a l e  of p l a n ta s s e t s .( A c c e p t e da sp a t i e n tc a r er e l a t e d  are a d sf o rh e l p ,  and 
r easonab leads  and b r o c h u r e sf o ri n f o r m i n gt h ep u b l i co fs e r v i c e ss u c h  as te lephone  
d i r e c t o r y  a d v e r t i s i n g . )  

2. 	 G i f t s  andFlowers.Expenses f o r  g i f t s  a n df l o w e r sf o rr e s i d e n t s ,f o r m e rr e s i d e n t s ,  
t h e i r  f a m i l i e s  and f r i e n d s ,  andvendors. 

3. 	 PersonalExpensesofOwners .Personalexpensesofownersortheirimmediatefamily 
r e l a t i o n .  Suchexpenses may becons ide redcompensa t iontotheind iv idua lo r  a 
"unique" f r i n g eb e n e f i tt ot h ei n d i v i d u a l( s e eS c h e d u l e4 6 ) .  

4. 	 E n t e r t a i n m e n tF o rn o n - r e s i d e n t sE x p e n s e sf o re n t e r t a i n i n gn o n - r e s i d e n t sw i t h  
meals, l o d g i n g ,p a r t i e s  and o t h e re n t e r t a i n m e n t .( E n t e r t a i n m e n tf o rr e s i d e n t so r  
employee p a r t i e s  may beconsideredanal lowableexpense.)  

5 .  	 Telephone.Televis ion,RadioInResident  Rooms. Direct expensesfo rt e l ephones ,  
t e l e v i s i o n ,  and r a d i o s  l o c a t e d  i n  r e s i d e n t  rooms i r r e g a r d l e s so fw h e t h e rt h e  
r e s i d e n t s  a r e  o r  a r e  n o t  c h a r g e d  f o r  t h e  item. 

6 .  	 C o n t r i b u t i o n s .C o n t r i b u t i o n so rd o n a t i o n s  made by t h ep r o v i d e r  t o  o r g a n i z a t i o n so r  
i n d i v i d u a l s .  
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603 S p e c i f i c  Items Not Related To Pat ientCare(Continued)  

7. 	 FinesandPena l t i e s .F ineandpena l tyexpensesinc lud ing ,bu tno tl imi t edto ,pena l t i e s  
f o r  non-payment o f  p a y r o l l  t a x e s  and f i n e su n d e rs t a t e  n u r s i n g  home l i c e n s u r e  r e g u l a t i o n s .  
(Thisdoesnotinc ludechargesbased  on a reasonablepercentper  annum r a t e  a p p l i e d  t o  a 
d e f a u l t e d  payment b a l a n c e ;s u c hc h a r g e sa r em o s ta p p r o p r i a t e l ya s s i g n e dt oi n t e r e s t  
expense  on  ope ra t ing  work ing  cap i t a l  l oans . )  

8. 	 I n t e r e s t  Expense On n o nc a r e  Working C a p i t a l  Loans. I n t e r e s te x p e n s eo nw o r k i n gc a p i t a l  
l oanswhicha reno tusednecessa ryfo rope ra t ing  and p r o v i d i n g  n u r s i n g  home s e r v i c e s .or 

9 .  	 I n t e r e s t  Expense On n o n  care P lan tAsse tLoans .In t e re s texpenseonp lan t  asset l o a n s ,  or 
por t ionso fsuchloans ,wh ichwereno tnecessa ryfo rtheacqu i s i t i on  o r  f i n a n c i n g  of p l a n t  
a s s e t su s e d  i n  provid ingnurs ing  home s e r v i c e s .A l s o ,i n c r e a s e di n t e r e s te x p e n s eo n  
unnecessaryref inancing of  p l a n t  asset loans .  

10. 	 n o n  care RelatedMembershipFees.Expensesformembership i n  s o c i a l ,  f r a t e r n a l  and o t h e r  
o r g a n i z a t i o n s  whose a c t i v i t i e s  a r e  g e n e r a l l y  u n r e l a t e d  t o  n u r s i n g  home p a t i e n t  c a r e  o r  
bus inessac t iv i t i e s .Theseexpenses  may b ei d e n t i f i e da s  a " u n i q u e "f r i n g eb e n e f i ti f  a 
spec i f icemployee  i s  t h ee n r o l l e d  member ( seeschedu le  46) .  

11. 	 Trainingprograms For n o n  employees Expenseoft ra in ingforanyindiv idua lnotemployed  
o rsubsequen t ly  employed by t h e  p r o v i d e r .  

12. 	 Spec ia lLega l  and Profess iona lFees .Expensesincur redfordefendingagains tchargesof  
overpayment o r  f r a u de x p e n s e sr e l a t e dt ol i t i g a t i o ni n i t i a t e d  by t h ep r o v i d e ra g a i n s t  
governmentregulatoryorreimbursementagencies  may o r  may n o t  b e  a l l o w e d  a s  r e l a t e d  t o  
p a t i e n tc a r e .A l l o w a b i l i t y  of  suchexpenses w i l l  dependon thec i rcumstancesof  a c a s e  
and /o rthe  outcomeof a case. I d e n t i f ys u c hs p e c i a ll e g a la n dp r o f e s s i o n a lf e e sf o rt h e  
c u r r e n tr e p o r t i n gp e r i o d  onSchedule 4 3  o f  t h e  c o s t  r e p o r t  a n d  a t t a c h  a s h e e t  d e s c r i b i n g  
eachcase ,s t a tuso feachcase ,andthere l a t edcur ren texpense .  

Recogni t ionofsuchexpensesforreimbursement  may b e  d e f e r r e d  u n t i l  a f t e r  t h e  c a s e  is  

d e c i d e do rs e t t l e d .  The p rov ide r  may d e f e rs u c hn o na l l o w a b l ee x p e n s e sf o r  T i t l e  X I X  c o s t  

r epor t ingpurposesunde rthedesc r ip t ion"Defe r redLega l  Case ExpensesPreviously Not 

Allowed".Each c a s e s 'd e f e r r e de x p e n s e ss h o u l db es e p a r a t e l yi d e n t i f i e da n ds e p a r a t e l y  

repor ted .Fol lowing  a d e c i s i o n  o r  s e t t l e m e n to ft h ec a s e ,t h ep r o v i d e r  may a m o r t i z et h e  

defe r r edexpensetoope ra t ionsove r  a per iodwhichgenera l lyshouldnotexceedtenyears .  

Reportamortizedexpenses onSchedule 32 o f  t h ec o s tr e p o r t  and a t t a c h  a s h e e t  d e s c r i b i n g  

each  case, key d a t e s  r e l a t i n g  t o  t h e  case, t h e  outcome,and l ist  t h ed e f e r r e de x p e n s e s  by 

f i s c a l  y e a r  i n  whichincurred. TheDepartment s h a l ld e t e r m i n et h ea l l o w a b i l i t yo ft h e  

amort izedexpenseforreimbursement .  


13. 	 Owner o r  Key-Person L i feInsu rance .  Theexpense f o ra n yl i f ei n s u r a n c ep o l i c yi nw h i c h  
t h e  f a c i l i t y  i s  named b e n e f i c i a r y  is notconsidered as r e l a t e d  t o  p a t i e n t  c a r e .  

For most r epor t ingpe r iodsbeg inn ingJu ly  1, 1978 ,  premiums f o r  l i f e  i n s u r a n c e  r e q u i r e d  by 

a mortgage w i l l  beal lowedfor:  (a) d e c l i n i n gt e r mo rt e r ml i f ei n s u r a n c e ,o r( b )t h e  

premiums less t h ei n c r e a s ei nc a s hs u r r e n d e rv a l u e .A l s o ,a so ft h e  1983 c o s tr e p o r t i n g  

per iod ,thel endor  m u s t  bedes igna tedbene f i c i a ry  and in su ranceproceeds  w i l l  beapp l i ed  

t ot h ed e b tb a l a n c e .N e v e r t h e l e s s ,t h ee x p e n s ef o rs u c hl i f ei n s u r a n c ew h i c h  is 

s u b s t a n t i a l l y  i n  e x c e s s  of t herema in ingdeb tp r inc ip l e  i s  no ta l lowab le .  


14. Taxes .Cer t a int axesl ev ied  on t h en u r s i n g  home p r o v i d e ro rr e l a t e dp a r t i e s :  

a.  	 F e d e r a l ,  s ta te  and l o c a l  income t a x e s ,e x c e s sp r o f i tt a x e s  and f r a n c h i s et a x e sb a s e d  
onincome. 

b.Taxesforwhichexemptions are a v a i l a b l et ot h en u r s i n g  home. 

on property.c. Taxesexcess 

d .T a x e sl e v i e da g a i n s tp a t i e n t sb u tp a i df o r  by t h en u r s i n g  home. 

e. 	 Spec ia la s ses smen t s  on proper tywhichrepresentcapi ta limprovementssuchassewers ,  
wa te rma insandpavemen t sshou ldbecap i t a l i zedinl andorp lan t  asset accountsand 
no texpensedintheyea rincu r red .  

15. 	 Fund Rais ingExpenses .Direc texpensesforfundra is ingcampaigns  01: a c t i v i t i e s .  I f  fund 
r a i s i n g  a c t i v i t i e s  a r e  s i g n i f i c a n t ,  t h e n  s h a r e d  and ind i r ec texpensesshou ldbea l loca ted  
t o  t h e  a c t i v i t i e s  as  i s  d i s c u s s e di n  S e c t i o n  700 o ft h e s ei n s t r u c t i o n s  andSchedule 4 of 
t h ec o s tr e p o r t .  
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603 Specific Items Not RelatedTo Patient Care (Continued) 


16. 	 Excess Property. Expenses related to property in excess of what 
needed to provide patient care. These expenses can include, but are not limited 
to, property tax, interest, depreciation and insurance. Expenses for property 
reasonably needed for standby purposes is acceptable as patient care related. 

17. 	 Gift, Flower, Coffee Shops,arid Snack Counters. Direct expenses for the operation 

of gift, flower,coffee shops, and snack counters are notrelated to patient care. 

if the 
operation is significant, then indirect expenses should be allocated as 
discussed in Section 700 of these instructions. 

18. 	 Stockholder Servicing Expenses. Expenses incurred primarily for the benefit of 
stockholders or other investors relate to the equity interest of such partiesand 
not to patient care. This may include expenses forpreparation of corporate 
reports orfor stockholders' meetings. 

19. 	 Reorganization Expenses. Expenses connected with the reorganization of the form of 

the business or of a corporation are not relatedto patientcare 


20.  	 Purchase of Corporate Stock. Expenses incurred which relate to the purchase of the 
capital stock of anursing home corporation may or may not be allowed as patient 
care related. Such expenses can include, but are not limited to, legal feesand 
interest expense on loans to acquire such stocks. 

also the "mite-up" of the historicalcost of corporate plant assets based on the 

purchase price of the corporation's capital stock,and the related depreciation of 

such a"write-up" may or may not be allowed as patient related expense and 

historical capitalized cost. 


The allowability of these expenses depends on the circumstances of each situation 
and requires a detailed analysis by the Department of the circumstances. These 

aexpenses should be identified and listed in detail on separate sheet attached to 

the cost report. Purchasers of capital stock of a home are
advised to contact the 

Department regarding the allowability of such expenses for reimbursement before 

completing the transaction. 


21. 	 Goodwill. goodwill i s  not related to patient care. At the time of the acquisition 
of the physical plantand/or the operation, goodwill must be separately identified 
and valued along with other acquired assets in accordance withgenerally accepted 
accounting principles. Goodwill which ha5 been internally generated as, for 
example, from a reorganization of the provider, is not related to patient care. 

Also, interest expense related to theacquisition of goodwill is  not allowableas 
related to patient care. 

604 Reporting Expenses Not Related To Patient Care 


1. 	 To the extent possible, all knownexpenses in the cost report which are not related 
to patient care are to be identified and listed on Schedule 4 3  of the cost report. 

2. 	 As a minimum tolerance level, the Department will consider reportingerrors or 
omissions totaling up to $500 or $5 per bed peryear (whichever is greater) for all 
non-patient care related expenses as not being significant. Any tolerance for 
additional omissions or errors depends on the circumstances. 

3. 	 Questionable Items. When the provider is doubtful about the allowability of an 
expense for reimbursement, the provider may attach a sheetto the cost report 
identifying the expense and requesting the department to review it for 
allowability. Relevant details and arguments for the review should also be 
presented. 
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S e c t i o n  700 
ALLOCATION OF SHARED AM) INDIRECT EXPENSES 

701General. Many T i t l e  X I X  nu r s ing  home p r o v i d e r sa r eo p e r a t e di nc o n j u n c t i o nw i t h  

o t h e r  m a j o r  r e v e n u e  g e n e r a t i n g  a c t i v i t i e s  w i t h i n  t h e  n u r s i n g  home o r  w i th  non-nur s ing  

home a c t i v i t i e s .T h e s ea c t i v i t i e sa r et ob ei d e n t i f i e d  onSchedule 4 o ft h e  "Ti t le  X I X  

Nursing Home CostReport". 


DirectExpenses .  A mult i -purposeopera t ion  w i l l  g e n e r a l l yi n c u rd i r e c te x p e n s e sw h i c h  

are r e a d i l y  i d e n t i f i a b l e  w i t h  and a s c r i b a b l e  t o  t h e  n u r s i n g  home andeachrevenue 

a c t i v i t y .  Such d i r e c te x p e n s e s  may inc ludeexpensesfo r  salaries,  m a t e r i a l s ,  services 

and phys ica lp l an tspacewhichcan  be i d e n t i f i e d  w i t h  e a c h  a c t i v i t y .  


SharedServ ices .Al so ,thenur s ing  home and t h eo t h e rr e v e n u ea c t i v i t i e s  may s h a r et h e  

se rv iceso fcen t r a l i zedfunc t ionso runass ignedind i r ec texpenses .Sha red  services 

c o u l di n c l u d ea d m i n i s t r a t i o n ,p l a n to p e r a t i o n  andmaintenance.dietary,housekeepingand 

l a u n d r ys e r v i c e s .U n a s s i g n e di n d i r e c te x p e n s e sc o u l di n c l u d eu t i l i t i e s ,d e p r e c i a t i o n ,  

i n t e r e s t ,p r o p e r t yt a x ,  andemployee f r ingebene f i texpenses .Theseexpensesa remos t  

appropr i a t e lya l loca tedbe tweenthenur s ing  home p rov ide randtheo the rrevenue  

a c t i v i t i e s  u s i n g  s t a t i s t i c s  w h i c hr e a s o n a b l ya n d; ' a i r l yr e f l e c tt h eb e n e f i t se a c h  

ac t iv i tyde r ivesf romthesha redse rv ice .Forexample ,d i e t a ryexpensescou ldbe  

a l l o c a t e d  on t h e  b a s i s  ofmealsservedandmaintenancecouldbeal locatedonthebasis  

ofbu i ld ingsqua refee tused  by t h e  n u r s i n g  home andeachrevenueac t iv i ty .  


702CostReporting. The " T i t l e  X I X  Nursing Home CostReport"shouldinclude a l l  

expenseswhichapplytothe T i t l e  X I X  nu r s ing  home p rov ide r .  Any d i r e c te x p e n s e s  of t h e  

m a j o r  r e v e n u e  a c t i v i t i e s  s h o u l d  b e  s e p a r a t e d  f r o m  t h e  d i r e c t  n u r s i n g  home expenses.  

Sharedse rv iceexpensesandunass ignedind i r ec texpensesmus tbea l loca tedbe tweenthe  

nurs ing  home and t h e  o t h e r  r e v e n u e  g e n e r a t i n g  a c t i v i t i e s .  


Two a l t e r n a t i v e s  are a v a i l a b l e  f o r  c o s t  r e p o r t i n g :  


F i r s tA l t e r n a t i v e .  A l l  expenses of t h eo p e r a t i o n  may berepor t ed  in t h i s  c o s t  

r epor t .D i rec texpenseswhicha reno tas s ignab letothenur s ing  homemay be 

r e p o r t e di nS c h e d u l e  27  "OtherCostCenters" .Expensesforsharedservicesand 

i n d i r e c te x p e n s e ss h o u l db ea l l o c a t e do nt h es c h e d u l e sp r o v i d e di nt h i sc o s t  

r e p o r t .  


S e c o n dA l t e r n a t i v e .T h i sc o s tr e p o r t  may i n c l u d eo n l yt h ed i r e c te x p e n s e s  

a s s i g n a b l e  t o  t h e  n u r s i n g  home and t h a t  p o r t i o n  o f  s h a r e d  a n d  i n d i r e c te x p e n s e s  

whichhave been a l l o c a t e dt ot h en u r s i n g  home. T h i ss e c o n da l t e r n a t i v es h o u l db e  

used i f  t h e  a l l o c a t i o n  s c h e d u l e s  p r o v i d e d  i n  t h i s  c o s t  r e p o r t  d o  n o t  a l l o w  f o r  a 

r easonab le  and f a i r  a l l o c a t i o n  ofexpenses. 


The nur s ing  home mus tsubmi ta l loca t ionschedu lewi thth i scos tr epor twh ich  

d i s c l o s e  how sharedandindi rec texpenseswerea l loca ted  among t h e  n u r s i n g  home and 

t h eo t h e rr e v e n u eg e n e r a t i n ga c t i v i t i e s .T h e s es c h e d u l e sm u s t :  


Desc r ibethea l loca t iontechn iqueused .  

Desc r ibethetype  andamountof a l l o c a t i o nb a s i su s e df o ra l l o c a t i n ge a c h  
sha redse rv iceandind i r ec texpense .  

I d e n t i f yt h ep e r c e n t  ofeachcostcenter ' sexpensewhich was a l l o c a t e d  t o  
t h e  n u r s i n g  home p rov ide r .  

703Hosp i t a lBasedFac i l i t i e s .  A c o s ta l l o c a t i o ns y s t e mi n c l u d e s  two bas i ce l emen t s :  

( I )  t h et y p e  of b a s i s  onwhichexpenses a r e  a l l o c a t e d  s u c h  as m e a l s  f o r  d i e t a r y  e x p e n s e s  

o rs q u a r ef e e tf o rm a i n t e n a n c ee x p e n s e s ,  and ( 2 )  t h e  method of c o s t  a l l o c a t i o n  s u c h  as 

t h e  step-downmethod r equ i r ed  by Medicare  for  many h o s p i t a l s .  


Typeof a l l o c a t i o nb a s i s .F o rt h e" T i t l e  X I X  Nursing Home CostReport",  a h o s p i t a l  

b a s e d  f a c i l i t y  g e n e r a l l y  s h o u l d  u s e  t h e  same b a s i s  f o r  a l l o c a t i n g  e x p e n s e s  t o  t h e  

nurs ing  home as is usedfo r  i t s  Medicarecos trepor t .  Be c a r e f u lt h a tt h ea m o u n t su s e d  

f o r  a n y  a l l o c a t i o n  b a s i s ,  e s p e c i a l l y  s q u a r e  f e e t ,  a l l o c a t e d  a r e a s o n a b l e  a n d  f a i r  

por t ionofexpensestothenur s ing  home. 


Method o fcos ta l loca t ion .  A h o s p i t a lb a s e df a c i l i t y  is n o tr e q u i r e dt ou s et h e  

Medicare step-down method f o ra l l o c a t i n ge x p e n s e si n  the c o s tr e p o r t .  It c a nu s et h e  

a l loca t ionschedu lesp rov ided  in t h e  r e p o r t  o r  u s e  a similar methodwhichreasonablyand 

f a i r l y  a l l o c a t e s  e x p e n s e s  t o  t h e  n u r s i n g  home, 
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